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Tax Expenditures in Australia: The Elevation from ‘Disguised’ 
Expenditures to Architectural Pillars of the 21st Century 
 
Kerrie Sadiq 
 
INTRODUCTION 
 
The current Australian Treasury approach to tax expenditures management and reporting is a 
culmination of 36 years of Government and Parliamentary reviews and reports.  The most 
notable outcome of these reviews and reports is the publication of the annual tax expenditures 
statement, which commenced in 1986.  Since its inception, the Australian annual tax 
expenditures statements have themselves been the subject of review.  Most recently, the 
Australian National Audit Office has undertaken a performance audit in the Department of 
the Treasury and released its report entitled Preparation of the Tax Expenditures Statement.1 
In addition to this 2008 report, a second recent opportunity to consider tax expenditures 
within the Australian tax regime has arisen.  The Australian tax system is currently 
undergoing a comprehensive and broad review with the terms of reference requiring a 
consideration of all relevant tax expenditures.2  While the recommendations of the Australian 
National Audit Office are not novel, and it is not unusual for a broader review to consider the 
role of tax expenditures within the Australian tax system, both the recommendations of the 
Australian National Audit Office and the views of the current Review Panel take on a 
renewed sense of importance given the proliferation of tax expenditures in Australia.  Tax 
expenditures, in terms of number and pecuniary value, have increased significantly in 
Australia in recent years.  The latest Tax Expenditures Statement lists around 320 tax 
expenditures with the pecuniary value of those expenditures estimated at $73.69 billion or 
7.1% of GDP.  The largest category of tax expenditures listed in the 2008 Tax Expenditures 
Statement,3 totalling $29.23 billion, relate to concessions aimed at retirement savings.   
 
The title of this paper may at first glance suggest to the reader that Australia might provide a 
best practice or a model tax expenditures regime.  The numerous reviews of Australia’s tax 
expenditures regime, and resulting wide-ranging recommendations, may also lead the reader 
to this conclusion, as could the proliferation of, and reliance on, tax expenditure programs in 
Australia over the last few decades.  The significant reliance on tax concessions to sustain 
                                                            
 Associate Professor, TC Beirne School of Law, The University of Queensland and Research Fellow, Taxation 
Law and Policy Research Institute, Monash University.  I am grateful to Rick Krever, Ross Grantham, Charles 
Rickett and Robert Burrell for their comments on this paper.  The author may be emailed at 
k.sadiq@law.uq.edu.au  
 
1 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08. 
 
2 Australia’s Future Tax System, Terms of Reference, 13 May 2008, Paragraph 9.  See 
http://taxreview.treasury.gov.au/content/Content.aspx?doc=html/reference.htm  
 
3 Australian Government, Department of the Treasury, Tax Expenditures Statement 2008, 29 January 2009. 
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Australia’s retirement income system is arguably evidence to support the proposition.  
However, rather than seeking to offer a panacea for tax expenditures reporting and 
management, this paper suggests that while there have been important advances in the 
reporting of tax expenditures, the management of tax expenditures has not progressed 
significantly from the so-called ‘disguised’ expenditures of the early 1970s.  Moreover, this 
lack of progress on the management of tax expenditures has acquired added significance in 
recent years.  Most recently, in the 2009 report on retirement income strategic issues of 
Australia’s future tax system, superannuation concessions are referred to as part of the three 
pillar architecture of Australia’s retirement income system.   
 
The historical narrative outlined in the paper suggests several broad observations about the 
Australian approach to tax expenditures reporting and management.  First, Australian Federal 
Governments, irrespective of political affiliation, ‘like’ undertaking reviews of the tax 
expenditures program.  They also like to agree in principle to recommendations arising out of 
the subsequent reports, but then fail to implement many, if any, of the substantive 
recommendations.  Therefore, despite more than 20 years of tax expenditures reporting, there 
has been very little innovative or progressive management of tax expenditures.  Secondly, 
while there is currently an opportunity for a review panel to consider comprehensively tax 
expenditures within Australia’s future tax system, it seems that the approach to be adopted 
may be one of accepted integration.  That is, as evidenced by the approach taken to the 
retirement income system, when it comes to tax expenditures management as opposed to 
reporting, rather than carve out tax expenditures from the normative tax base however 
defined, tax expenditures may implicitly be considered to be part of that base.  Thirdly, 
despite the piecemeal and incremental development of tax expenditures, there is a trend for 
broad ex post justification of tax expenditures as part of the architectural design of the 
Australian tax regime.  This suggests that, despite following a pathway of reform for tax 
expenditures reporting, tax expenditures in a management framework remain disguised.   
 
Part one of this paper explores the history of Australian tax expenditures, taking into account 
the recommendations of the various reviews undertaken, concluding that, although sound 
recommendations have ensued, very little meaningful progress has been made.  However, it is 
suggested that there is currently an opportunity for Australia to engage in genuine discourse 
in tax expenditure reporting and management via the recommendations of the Australian 
National Audit Office and the current broad review of the Australian tax system.  Part two 
goes on specifically to consider tax expenditures reporting in Australia by outlining the 
current Treasury approach adopted in the annual tax expenditures statements, including the 
approach used to define and measure tax expenditures and the tax expenditure benchmark.  It 
concludes that, although there are inherent limitations in Australia’s tax expenditures 
reporting, and improvements that could be made, the information does provide a foundation 
for greater tax expenditures management within the Australian tax regime.  Therefore, the 
question becomes one of the use to which this information is put in the management of 
specific tax expenditures.  In an attempt to answer this question, part three provides a study of 
Australia’s largest tax expenditures, the retirement savings tax concessions, and argues that 
despite advances in tax expenditures reporting, the management of superannuation tax 
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expenditures has evolved into a system whereby the retirement income concessions are no 
longer evaluated as an expenditure program but rather as an integral part of a system 
designed to encourage self funded retirement.  In this part, the history of Australia’s 
retirement savings regime, resulting in a unique concessional regime on contributions and 
earnings, its place in the ‘three pillar’ architecture of Australia’s retirement income system, 
and the preliminary recommendations arising out of the current review are considered.   
 
 
HISTORY OF TAX EXPENDITURES IN AUSTRALIA 
 
The Australian tax system is currently undergoing a comprehensive and broad review, with 
the Review Panel to make recommendations so as to position Australia to deal with the 
demographic, social, economic and environmental challenges of the 21st century.  Contained 
in its terms of reference is the requirement of a consideration of all relevant tax expenditures,4 
and, as such, it is expected that tax expenditures will be considered in the final report of 
Australia’s Future Tax System Review Panel.5  However, this will by no means be the first 
time that tax expenditures have been considered as part of a broad based review of 
Australia’s tax system.  Nor have tax expenditures escaped specific scrutiny in narrower and 
more explicitly defined reviews.  While not necessarily recognised as such, tax expenditures 
review within both frameworks of reporting and management began in 1973, and has 
continued steadily since then.  Outcomes are considered below. 
 
 
The ‘Disguised’ Expenditures of the 1970s 
 
Tax expenditures, as we now know them, have been a significant part of the Australian 
income tax system dating as far back as 1908 when tax exempt invalid and old-age pensions 
were introduced.  However, it was not until 1973 that tax expenditures, while not explicitly 
recognised as such, were first considered as part of a broader review.  The Review of the 
Continuing Expenditure Policies of the Previous Government6 (Coombs Review) was 
undertaken in the context of preparation for the 1973 budget7 and assessed 48 tax expenditure 
programs, each of which it referred to as ‘disguised’ expenditure.  For each ‘disguised’ 
expenditure, comprehensive information was provided, with the Review outlining the nature 
                                                            
4 Australia’s Future Tax System, Terms of Reference, 13 May 2008, Paragraph 9.  See 
http://taxreview.treasury.gov.au/content/Content.aspx?doc=html/reference.htm  
 
5 The recently released 2008 Tax Expenditures Statement also recognises that the review may make 
recommendations that have implications for a number of the tax expenditure benchmarks used in the statement 
but goes no further: Australian Government, Department of the Treasury, Tax Expenditures Statement 2008, 29 
January 2009, p6. 
 
6 Coombs, HC, Review of the Continuing Expenditure Policies of the Previous Government, June 1973. 
 
7 The Review was undertaken at the request of the newly elected Prime Minister Gough Whitlam who led the 
Labor Party to victory at the 1972 election after 26 years in opposition. 
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of each expenditure, cost, date of introduction, nature of the commitment, purpose, and 
operation.  The Report then provided comment, and referred to possibilities and possible 
legislative amendment for each of the ‘disguised’ expenditures.  The tax expenditures listed 
in the report were wide ranging and included current concessions such as the exemption from 
income tax of child endowment receipts (family assistance) introduced in 1941, zone 
allowances introduced in 1945, and the deductibility of gifts for certain purposes, as well as 
concessions which no longer exist such as the concessional rate of duty on plug tobacco sold 
to Aborigines. 
 
The 1973 Coombs Review provided valuable insights into the Australian Government 
spending program by examining both direct expenditures and tax expenditures in the context 
of the economic and social purposes for which they were first introduced.  Specifically, the 
original purpose of each program was considered, for example, whether the program was 
designed to ensure the supply of important community services, the supply of basic 
producers’ services, the achievement of special objectives or the development of publicly 
owned enterprises and other components of the ‘National Estate’.8  Once the purpose or 
purposes were determined, the review then considered the contemporary conditions and 
apparent effectiveness of the various programs, along with what it referred to as ‘side effects’ 
of the programs.  The main ‘side effect’ reported was the income effect of some programs 
designed to re-allocate resources producing substantial income benefits to persons not in need 
of such aid, and some social welfare payments not subject to means tests having similar if 
less marked effects.9  Finally, the task force considered the benefits of the programs as 
against the cost to revenue and the community.   
 
The Coombs Review was critical of many of the ‘disguised’ expenditures and recommended 
various measures in terms both of simplification and of scrutiny.  For example, in relation to 
assistance to the non-urban sector the review stated that ‘there is a real need for clarifying and 
simplifying the various measures so that they can be subjected to the proper Government, 
parliamentary and public scrutiny in the context of their cost and overall effect.’10  Similar 
sentiment was expressed in relation to assistance to industry, with the review recommending: 
 
Continuing plans for assistance or tax concessions should, as a rule, provide a limit in 
any firm of, say, three years, and assistance by taxation concession or by protection 
against imports could be replaced by direct subsidy so that the cost could receive 
Parliamentary review in the budget.  Assistance to industry tends to grow in 
somewhat haphazard fashion - being introduced to deal with specific situations and 
continuing when they have achieved their purpose or become irrelevant.  There will 
                                                            
8 Coombs, HC, Review of the Continuing Expenditure Policies of the Previous Government, June 1973, p5. 
 
9 Coombs, HC, Review of the Continuing Expenditure Policies of the Previous Government, June 1973, p6. 
 
10 Coombs, HC, Review of the Continuing Expenditure Policies of the Previous Government, June 1973, p19. 
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always be here, as in the field of defence policy, the need for a careful and continuing 
review of objectives and programs.11 
 
A broader review of Australia’s income tax system was also undertaken in the 1970s.12  The 
Asprey Report, in 1975, reported on what it referred to as ‘concessional deductions’ 
including dependent allowances, medical and education expenses, zone allowances, life 
insurance and superannuation premiums and gifts to charities.  It also observed that they 
primarily reflected considerations of equity as well as particular social and economic 
policies.13   
 
The 1970s was undoubtedly a period when awareness of the need for tax expenditures 
reporting and management first developed and there is no doubt that the Coombs Review 
provided insight into Australia’s tax expenditures regime, in terms of both its positioning in 
the tax system and of tax expenditures management.14  The Asprey Report consolidated this.  
Unfortunately, although insightful, the recommendations of the Coombs Review were not 
adopted and only minimal change resulted from the Asprey Report.  The next decade proved 
more productive.   
 
 
The Conception of ‘Tax Expenditures’ (Reporting) in the 1980s 
 
While tax expenditures were part of the Australian tax landscape earlier than the 1980s, it 
was during this decade that there was formal recognition and labelling of tax expenditures as 
we now know them.  Throughout this time, tax expenditures were the subject of numerous 
reviews and reports, as well as the production of the first tax expenditures statement. This 
proliferation of tax expenditure review and reporting commenced in 1982 when the House of 
Representatives Standing Committee on Expenditure was prompted by parliamentary concern 
in the reporting of tax expenditures.  The resulting report, entitled Taxation Expenditures, 
concluded that there was a dearth of information on tax expenditures in terms of scope, 
annual cost to the budget and the purposes of taxation expenditures.15  It also concluded that 
while tax expenditures were useful in certain situations, they were ‘generally regressive in 
                                                            
11 Coombs, HC, Review of the Continuing Expenditure Policies of the Previous Government, June 1973, p23. 
 
12 This review was in fact requested by the Liberal-Country Party Government which subsequently lost power at 
the end of 1972. 
 
13 The Taxation Review Committee: Full Report 1975, p111. 
 
14 Thirty-five years later, in the Consultation Paper for the current review, the review panel raised the possibility 
of sunset clauses to ensure that tax expenditures are regularly reviewed, and thereby reducing complexity by 
ensuring that tax expenditures are part of the tax system only while they can be justified. Clearly, this is what 
the Coombs Review suggested in relation to industry subsidies. 
 
15 House of Representatives Standing Committee on Expenditure, Taxation Expenditures, R82/340, 1982, p1, as 
noted in: Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 
2007-08, p82. 
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nature, were not certain of reaching only those people for whom they were intended, were 
difficult to evaluate, and frequently involved trade-off between equity and efficiency.’16  The 
Committee made eight recommendations to Government: 
 
1. The Government gives the Parliament an undertaking to provide comprehensive information 
on taxation expenditures within three years, from the tabling of this report. 
2. All taxation items together with their objectives be listed in the Budget Papers. 
3. The Treasurer consult with other Ministers to ensure that the listing covers taxation 
expenditures in the areas outside the Treasurer’s principal responsibility. 
4. In addition to the listing of all taxation expenditures and their objectives, the information in 
the Budget Papers contain the estimated cost to revenue of the major taxation expenditures for 
the budget year that is current and the two preceding years. 
5. Individual taxation expenditure items be classified in functional groupings similar to the 
classification of direct outlays. 
6. The functional classification of taxation expenditures be cross-classified according to the 
departments responsible for the direct spending equivalents. 
7. Taxation expenditure information be presented as a separate Budget Statement in the Budget 
Papers. 
8. Where the proposed financial impact statement to be included in a Minister’s second reading 
speech to a Bill relates to taxation expenditures, the Government incorporate an explanation 
as to why the taxation system is preferred to direct outlays for giving assistance.17 
 
The first significant advances in tax expenditure management ensued.  From 1980, there had 
been limited reporting of tax expenditures occurring with the listing of major tax 
expenditures as an appendix to the annual Budget Papers.  And, while ultimately there was 
only ever partial implementation of the Report of the House of Representatives Standing 
Committee, on 27 March 1985, the Treasurer provided his support for the recommendations 
contained in the 1982 Standing Committee Report.  This led to the first Tax Expenditures 
Statement, reporting on the 1986 income year, being tabled in Parliament in early 1987. 
 
Around the same time, the Economic Planning Advisory Council18 considered ways of 
improving the reporting, evaluation and accountability of tax expenditures, emphasising the 
similarity between direct expenditures and tax expenditures, and in turn, suggested the same 
budgetary review and control.19  In 1986, the Economic Planning Advisory Council also 
                                                            
16 This summary of the Committee findings is contained in Australian National Audit Office, Preparation of the 
Tax Expenditures Statement, Audit report No. 32 2007-08, p82. 
 
17 House of Representatives Standing Committee on Expenditure, Taxation Expenditures, 1982. 
 
18EPAC has now been replaced by the Productivity Commission.  EPAC's functions were, amongst others, to 
investigate economic and social issues and provide information and advice to the relevant Minister, and 
undertake specific projects on request by the Minister. 
 
19 Economic Planning Advisory Council (EPAC), Tax Expenditures in Australia, January 1986. 
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concluded that there was value in using the outlay equivalence approach to estimate the value 
of tax expenditures to help integrate tax expenditures into the normal budget process.20   
 
By the end of the 1980s, Australia was on its way to reforming tax expenditures reporting.  
Australia now had an annual tax expenditures statement detailing the program, to assist in the 
better management of tax expenditures.  Consequently, while not all recommendations were 
implemented, it is arguable that the 1980s saw significant advancements in the reporting of 
tax expenditures, leading to greater transparency.  It was now a matter of advancing the 
reporting to continually improve the transparency and assist in the management of tax 
expenditures.  
 
 
The Recurring Tax Expenditures Reviews of the 1990s 
 
Ten years after the Economic Planning Advisory Council Report, the National Commission 
of Audit, in its Report to the Commonwealth Government dealing with the management and 
financial activities of the Commonwealth Government, also considered tax expenditures.21  
The National Commission of Audit was critical of the way that tax expenditures were 
reported in Australia, noting that the Australian reporting of tax expenditures fell short of 
overseas best practice.  One of its key recommendations in the context of The Charter of 
Budget Honesty was that ‘… tax expenditures be treated as much as possible like program 
expenditures.’22  The National Commission of Audit made this recommendation based on 
findings that the different budgetary processes applying to tax concessions and expenditure 
programs contributed to a lack of transparency.  The significant differences included the 
lower level of monitoring for tax expenditures, the difficulty in accurately costing tax 
expenditures, lack of individual ministerial responsibility for tax expenditures, and no 
established procedures to examine ways of containing blowouts in tax concessions.23  The 
Commission concluded that ‘[a]s a result of all these factors, tax concessions are a largely 
non-transparent form of assistance.  This lack of transparency makes less visible the effect of 
tax concessions on the budget and reduces accountability.  It also increases the likelihood that 
poorly targeted concessions will remain on offer.’24  The Commission went on to state: 
 
‘[f]or these reasons, it is preferable that tax expenditures are treated as much as 
possible like program expenditure in an Australian fiscal reporting Act. This would 
                                                            
20 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p84.  EPAC also concluded that there should be a review of all tax expenditures and reporting similar to the 
Canadian regime.   
 
21 National Commission of Audit, Report to the Commonwealth Government, June 1996. 
 
22 National Commission of Audit, Report to the Commonwealth Government, June 1996, 11.1. 
 
23 National Commission of Audit, Report to the Commonwealth Government, June 1996, 11.2. 
 
24 National Commission of Audit, Report to the Commonwealth Government, June 1996, 11.2. 
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entail the inclusion, where possible, of estimates of the revenue cost of tax 
concessions in budget documents and the scrutiny of tax concessions along with 
program expenditure in the lead up to the budget.  … this reform needs to be 
preceded by a comprehensive review of all existing tax concessions.  Such a review 
would facilitate regular and ongoing monitoring of the cost and effectiveness of tax 
concessions and would be consistent with the objectives of the Charter of Budget 
Honesty. While outside the Commission's terms of reference, the review could also 
assess the extent to which tax concessions are meeting policy objectives.’ 
 
Ultimately, recommendation 11.19 of the National Commission of Audit, entitled Treatment 
of tax expenditures, provided that ‘[t]ax expenditures should be treated as much as possible 
like program expenditures in all published fiscal reports and statements and in all budgetary 
processes.’25   
 
This recommendation was made in June 1996, and in August 1996 the Taxation Expenditure 
Review (TER 97) commenced.  This review confirmed and expanded on the shortcomings 
outlined in the National Commission of Audit Review.  In doing so, it also concluded that tax 
expenditures should be monitored similarly to outlay programs.  Consistent with previous 
reports, the major findings of the TER 97 were: 
 
 The effectiveness of individual tax expenditures in meeting their objectives had been 
analysed in only a handful of cases; 
 Costings were available for little more than half the identified tax expenditures; 
 In many instances, there was minimal documentary material or monitoring data 
available to inform any analysis of policy outcomes or fiscal impact; 
 In the majority of the cases, the objective and intended beneficiaries of tax 
expenditures were not clear and the objective at the time of introduction was rarely 
known; 
 There were very few tax concessions for which the extent of resources actually 
delivered to the intended beneficiaries could be measured, or for which the actual 
beneficiaries of the tax expenditure could be determined; 
 The lack of costings for many tax expenditures was found to have complicated the 
forecasting of tax revenue and compromised budgetary certainty and integrity; 
 There was very little evidence of monitoring or review of continuing Government 
endorsement of many individual concessions; 
 There was a lack of systematic monitoring and evaluation of, and information on, the 
cost to revenue of many tax expenditures; and 
 Of the 277 tax expenditures reviewed, TER 97 recommended that less than half 
(118) be retained, subject to a well-defined ongoing monitoring and evaluation 
process under a framework devised by Treasury.26 
 
                                                            
25 National Commission of Audit, Report to the Commonwealth Government, June 1996, 11.2. 
 
26 This information is extracted from the Australian National Audit Office, Preparation of the Tax Expenditures 
Statement, Audit report No. 32 2007-08, p86-89 and as such reflects the emphasis of the ANAO on the TER 97. 
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The TER 97 not only attempted to address reporting issues, but also addressed many of the 
substantive issues surrounding tax expenditures and provided a broad outline for review.  
However, consideration of the outcomes was postponed due to a shift in focus to a broad 
reform of Australia’s tax system.  In April 1998, the Government considered a revised and 
arguably watered down report (TER 98) which, unlike the TER 97, advocated the retention of 
most tax expenditures.27  The outcome of these reviews was ultimately reported in the Annual 
Report 1997-98 of the Department of Treasury: 
 
Following a review of existing tax expenditures, first announced in the 1996-97 
Budget, the Government has decided to undertake periodic monitoring and evaluation 
of all tax expenditures through normal budget processes.  TPG [Tax and Policy 
Group] will oversee this process.  Information on the costs of tax expenditures will 
assist the Government in delivering assistance in an effective manner, and will be 
consistent with the requirements of the Government’s Charter of Budget Honesty.28 
 
Also in 1998, the current requirement for the reporting of tax expenditures, contained in the 
Charter of Budget Honesty Act 1998, was introduced.  This Act requires both an annual 
budget and fiscal outlook report, containing an overview of the budget year and following 
three financial years’ estimated tax expenditures, and the public release of tabling of a Mid-
Year Economic and Fiscal Outlook report.  This second report must contain a detailed 
statement of tax expenditures with its stated purpose being to ‘provide updated information to 
allow the assessment of the Government’s fiscal performance against the strategy set out in 
the current fiscal strategy statement.’29  This second report is more commonly known as the 
annual Tax Expenditures Statement. 
 
A year later, in 1999, the Review of Business Taxation, referring to tax expenditures as tax 
concessions, also recommended an ongoing process to review periodically and systematically 
all tax preferences to determine whether the objectives for their introduction are still current 
and most appropriately delivered through the taxation system.30   
 
Again, Australia had a decade of improved reporting, with little reform in tax expenditures 
management.  Unfortunately, by the end of the 1990s, none of the substantive 
recommendations of any of the reports had been implemented, and consequently, very little 
progress had been made in the management of tax expenditures. 
 
 
                                                            
27 The ANAO, upon analysing the TER 97 and TER 98, reported that the latter advocated for the retention of 
236 of the 272 tax expenditures considered. 
 
28 Department of the Treasury, Annual Report 1997-98, p48. 
 
29 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p11. 
 
30 Review of Business Taxation: A Tax System Redesigned, July 1999, p275. 
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Tax Expenditures in the 21st Century: A New Beginning? 
 
Despite the lack of progress in tax expenditures reporting and management in the 1990s, 
Australia has been presented with a unique opportunity this decade to undertake both reform 
to tax expenditures reporting and substantive reform in relation to tax expenditures within the 
tax regime.  This has come about because of a further review specifically investigating the 
preparation of the tax expenditures statement, as well as a broader comprehensive review into 
all aspects of Australia’s future tax system. 
 
The first opportunity to present itself was a report delivered by the Australian National Audit 
Office31 on the preparation of the tax expenditures statement.  The impetus for this report 
came in March 2007, when the Senate Standing Committee on Finance and Public 
Administration released its report entitled Transparency and Accountability of 
Commonwealth Public Funding and Expenditure.  The Committee, in considering tax 
expenditures, stated that it supported the publication of the tax expenditures statement as an 
essential accountability mechanism.  It also recognised that the tax expenditures statement 
could be improved, and suggested that the Australian National Audit Office and the Treasury, 
in line with submissions received,32 ascertain what aspects of the tax expenditures statement 
could be further improved.33  
 
In May 2008, the Australian National Audit Office presented its report entitled Preparation 
of the Tax Expenditures Statement.  The objective of the audit was to examine the 
‘development and publication of the detailed statement of actual tax expenditures required by 
Division 2 of Part 5 of the CBH Act’.34  In particular, it was to undertake this examination in 
relation to the 2006 annual Tax Expenditures Statement.  Further, the Senate Standing 
Committee on Finance and Public Administration in 2007 had noted the upcoming audit and 
suggested that the Australian National Audit Office examine proposals for greater 
transparency in the reporting of tax expenditures.  This was undertaken, alongside an 
examination of the systems employed by the Treasury, and records supporting them, for the 
production of the tax expenditures statement, the methods, models and data sources used by 
the Australian Taxation Office to produce the reported tax expenditures estimates and, for the 
                                                            
31 The Australian National Audit Office is a specialist public sector practice providing a full range of audit 
services to the Parliament and Commonwealth public sector agencies and statutory bodies.  The Auditor-
General is responsible, under the Auditor-General Act 1997 (the Act), for providing auditing services to the 
Parliament and public sector entities. The Australian National Audit Office supports the Auditor-General, who 
is an independent officer of the Parliament. 
 
32 The Committee made particular reference to the submission received from Dr Mark Burton. 
 
33 The Senate, Standing Committee on Finance and Public Administration, Transparency and accountability of 
Commonwealth public funding and expenditure, March 2007, p33. 
 
34 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p11. 
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purposes of completeness, the reporting of tax concessions by other agencies.35  The 
Australian National Audit Office made the following recommendations: 
 
Recommendation No.1 
ANAO recommends that the Department of the Treasury:  
(a) develop an approach for the  conduct  of  an ongoing  prioritised  review  of  the  
existing program of tax expenditures; and  
(b) publish for  each  tax expenditure  information on the timing and outcome of the 
review.  
 
Recommendation No.2 
ANAO recommends that the Department of the Treasury examine and advise 
Ministers on options to better integrate the consideration of outlays and tax 
expenditures in the annual Budget process.  
 
Recommendation No.3 
ANAO recommends that the Department of the Treasury develop standards to govern 
the integrated reporting of outlays and tax expenditures under the Charter of Budget 
Honesty, drawing on international developments in this area.  
 
Recommendation No.4 
ANAO recommends that the Department of the Treasury promote more 
comprehensive reporting on taxation expenditures by:  
(a) liaising with Commonwealth entities that collect revenue  to  identify  all  entities  
that  also administer  forms  of  relief  from  Commonwealth taxes, including tax 
expenditures; and  
(b) developing  arrangements,  as  part  of  the preparation  of  the  annual  Taxation  
Expenditure Statement,  to  obtain  relevant  data  from  entities outside the Treasury 
portfolio.  
 
Recommendation No.5 
ANAO recommends that the Department of the Treasury and the Australian Taxation 
Office identify opportunities to develop estimates of large or otherwise significant tax 
expenditures using the revenue gain method.  
 
Recommendation No.6 
ANAO recommends that the Department of the Treasury:  
(a) develop an approach to prioritise improvements to the reliability of published tax 
expenditure estimates;  
(b) examine options for disclosing in the TES information on the reliability of 
individual tax expenditure estimates;   
(c) work with the Australian Taxation Office to develop reliable models to estimate 
the revenue forgone for existing tax expenditures that are large or otherwise 
significant; and  
                                                            
35 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p12. 
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(d) when developing advice for Ministers on policies that are expected to result in a 
tax expenditure, assess options for the reliable measurement of the effect of the 
proposed measure.  
 
The response by the Treasury has been to agree in principle to all of the recommendations 
made by the Australian National Audit Office.  However, to date, none of the 
recommendations have been implemented.   
 
The second opportunity to review Australia’s tax expenditures regime presented itself on 13 
May 2008, when the Australian Government announced the review of Australia's tax system.  
This broad review will look at the current tax system and make recommendations to position 
Australia to deal with the demographic, social, economic and environmental challenges of the 
21st century.  The subject of the review is the tax transfer system.  As the tax-transfer system 
refers to the combination of Australia's tax systems and transfer systems, and how they 
interact,36 tax expenditures are considered to be part of this system.37  Further, paragraph 9 of 
the terms of reference for the Review Panel requires a consideration of all relevant tax 
expenditures,38 and, as such, it is expected that tax expenditures will be considered again in 
the final report of Australia’s Future Tax System Review Panel.39   
 
A further sign that the current review may address some of the issues relating to tax 
expenditures is evident in the review Consultation Paper released in December 2008.  The 
consultation process ultimately asks the question ‘[h]ow could the governance of the tax-
transfer system be reformed to reduce complexity, uncertainty and cost, and to improve 
transparency, understanding and support for the system?’40  In the consultation document, the 
Review Panel raised the possibility of sunset clauses to ensure that tax expenditures are 
regularly reviewed, thereby reducing complexity by ensuring that tax expenditures are part of 
the tax system only while they can be justified.41  The consultation paper also noted that some 
submissions argued for the removal of those tax expenditures which lack strong public policy 
justification.  Other submissions argued for the reduction in the number of tax expenditures 
by replacing them with equivalent government outlay programs.   
 
                                                            
36 Department of the Treasury, Architecture of Australia’s Tax and Transfer System, August 2008, pxi. 
 
37 Department of the Treasury, Architecture of Australia’s Tax and Transfer System, August 2008, p32.   
 
38 Australia’s Future Tax System, Terms of Reference, 13 May 2008, Paragraph 9.  See 
http://taxreview.treasury.gov.au/content/Content.aspx?doc=html/reference.htm  
 
39 The recently released 2008 Tax Expenditures Statement also recognises that the review may make 
recommendations that have implications for a number of the tax expenditure benchmarks used in the statement 
but goes no further: Australian Government, Department of the Treasury, Tax Expenditures Statement 2008, 29 
January 2009, p6. 
 
40 Department of the Treasury, Australia’s Future Tax System - Consultation Paper, December 2008, Q8.4, 
p161. 
 
41 Department of the Treasury, Australia’s Future Tax System - Consultation Paper, December 2008, p161. 
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The Review Panel is due to deliver its final report to the Treasurer in December 2009.  
However, on 4 December 2008 the Treasurer asked the Review Panel to bring forward its 
consideration of the retirement income system in order to allow the government to consider 
its recommendations in conjunction with the Pension Review Report42, which was delivered 
on 27 February 2009.  The recommendations of the Review Panel in its May 2009 report 
discussed below, offer insight into the likely approach to be taken in the current broad review 
of Australia’s tax system. 
 
 
Reviews and Reports in 2009 
 
The history of tax expenditure reviews in Australia is summarised in the following table.  
 
Table 1: Key findings and outcomes of tax expenditure reviews: 1973 to 2009 
 
Year Report and key findings 
 
Outcomes 
1973 Review of the Continuing Expenditure Policies of the Previous 
Government  
Examined 48 tax expenditures to help formulate the August 1973 
Budget.  It found many difficult to evaluate or to justify and suggested 
that industry tax assistance be time–limited.  
Industry assistance 
recommendation not 
implemented 
1982 House of Representatives Standing Committee on Expenditure 
report on Tax Expenditures  
Found little available information, and outcomes not measured. Made 
eight recommendations to help identify all tax expenditures, report them 
in the Budget and evaluate their effectiveness.  
Partial implementation of 
recommendations to 
improve reporting 
1986 Economic Planning Advisory Council, Tax Expenditures in Australia  
Suggested greater transparency of reporting cost and effectiveness of tax 
expenditures, integration into the Budget process, and consideration of 
‘outlay equivalent’ estimates. 
Suggestions not 
implemented 
1996 National Commission of Audit  
Found Budget reporting, monitoring and costings to be inadequate, and 
that tax expenditures were not integrated into the Budget process. Noted 
that the lack of transparency was inconsistent with the Charter of Budget 
Honesty.  Recommended that they be treated as much as possible like 
outlays programs in all fiscal reports and statements, and in Budget 
processes. 
Recommendation not 
implemented 
1997 
and 
1998 
Tax Expenditure Review  
Found few tax expenditures reviewed or monitored, many without 
supporting data, and many of doubtful relevance or effectiveness. 
Recommended a significant number be retained and monitored, a small 
number be removed or converted to outlays and a large number be 
further evaluated.  Recommended rolling reviews to ensure that every 
tax expenditure is reviewed at least once every three years in the Budget 
process. 
Consideration delayed 
from 1997 to 1998.  
Recommendations not 
implemented 
1999 Review of Business Taxation  
Found that business tax expenditures are not transparent and can have 
adverse economic effects.  Recommended the periodic and systematic 
review of all tax expenditures to ensure they were still useful and best 
Recommendation not 
implemented. 
                                                            
42 Harmer, J Pension Review Report, Department of Families, Housing, Community Services and Indigenous 
Affairs, 27 February 2009. 
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delivered through the tax system. 
2008 Australian National Audit Office Preparation of the Tax 
Expenditures Statement 
Made 6 recommendations to improve tax expenditures reporting, 
including an ongoing review of the existing program, better integration 
into the Budget process, and more comprehensive reporting. 
To date, recommendations 
not implemented. 
2009 Australia’s Future Tax System (Henry Review) 
Terms of reference 9: The review will incorporate consideration of all 
relevant tax expenditures.  
 
Final report due December 
2009. 
 
Source: Adapted from Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit 
report No. 32 2007-08, p34 and Appendix 1, with material after 1999 added by the author. 
 
When considered in terms of recommendations and implementation, it is arguable that 
despite the introduction of an annual tax expenditures statement, very little progress in tax 
expenditure management has been made.  The most recent review on tax expenditures in 
Australia was the Australian National Audit Office report on the Preparation of Tax 
Expenditures Statement.  This report mentions many of the issues raised in earlier reviews 
and makes similar recommendations to these in the previous reports spanning 36 years.  Prior 
to 2008, there were two specific Government reviews of tax expenditures, in 1973 and 1997.  
In addition, Parliament conducted a review in 1982, as did the Economic Planning Advisory 
Council in 1986.  The National Commission of Audit followed with a review in 1996 and the 
broader Review of Business Taxation considered tax expenditures in 1999.  Each review 
outlined deficiencies in the effective management of tax expenditures and made 
recommendations to overcome these shortcomings.  However, very few recommendations 
have been adopted with the consequence that many of the successive recommendations were 
substantially similar to earlier ones.   
 
 
THE CURRENT FRAMEWORK FOR REPORTING TAX EXPENDITURES 
 
It is apparent from the discussion above that, despite decades of reviews and ensuing 
recommendations, the principal source of monitoring of the Australian tax expenditures 
regime is the annual tax expenditures statements.  This remains at odds with the management 
of direct expenditures.   
 
Currently, existing direct expenditures are subject to management arrangements which for tax 
expenditures are generally non-existent, or infrequently undertaken for tax expenditures.  For 
example, all existing outlays are estimated according to independent standards, are identified 
for all Commonwealth agencies, and are subject to an annual audit, but none of these 
management arrangements are in place for tax expenditures.  Direct expenditures are also 
subject to regular budget review, are reported in budget estimates and are subject to budget 
monitoring with costs monitored against estimates, while tax expenditures are infrequently 
Draft: Please contact author for latest version before citing 
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subject to the same rigour.43  Simply put, Australia currently does not have any formal 
evaluation procedures in place to review tax expenditures.44  As such, evaluation is limited to 
the information provided in the tax expenditures statements.  These statements, generally 
released annually in January, tend to receive very little publicity, particularly when compared 
with the annual Federal budget released in May.   
 
Table 2: Comparison of key management arrangements for outlays and tax expenditures 
 
Key oversight arrangements Existing 
outlays 
Existing tax 
expenditures 
Estimates compiled according to independent 
standards fit for the purpose 
 
Yes 
 
No 
 
Identified for all Commonwealth agencies  
 
Yes 
 
No 
 
Subject to regular Budget review  
 
Yes 
 
Infrequently 
 
Reported in Budget estimates 
Yes, by outcome, 
generally not by program 
 
Infrequently 
 
Subject to Budget monitoring 
 
Yes, by outcome 
 
Infrequently 
 
Costs monitored against estimates  
 
Yes 
 
Infrequently 
 
Subject to annual agency reporting 
Yes, by outcome and by 
appropriation 
 
Infrequently 
 
Subject to annual audit  
 
Yes 
 
No 
 
Source: Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 
2007-08, p15. 
 
Given the lack of tax expenditures management, I turn to the current state of play and outline 
the existing Australian framework for reporting tax expenditures.  Arguably, while the 
information contained in the tax expenditures statements is limited, it does improve to some 
degree the transparency of the Australian tax system.   
 
 
Tax Expenditures Defined 
 
The definition of tax expenditures in Australia is neither legislated nor fixed, with the 
consequence that they are defined more by way of classification than description.  For annual 
reporting purposes, a tax expenditure is defined as ‘a concession that provides a benefit to a 
specified activity or class of taxpayer… Tax expenditures can be provided in many forms, 
                                                            
43 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p15. 
 
44 In 2004 the OECD reported that Canada, the Netherlands, New Zealand, and the United Kingdom have 
special evaluation procedures and/or a program review of tax expenditures in place: Kran, Dirk-Jan, ‘Off-budget 
and Tax Expenditures’ OECD Journal on Budgeting, 4(1), p136. 
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including tax exemptions, tax deductions, tax offsets, concessional tax rates or deferrals of 
tax liability.’45  They are also described by way of comparison, as ‘an alternative to direct 
expenditures as a method of delivering government assistance or meeting government 
objectives’46.  No further assistance is provided in relation to definition.  The lack of a fixed 
definition is often seen as a double edged sword: while allowing flexibility in the system, it 
often prevents direct comparisons being made between income years. 
 
 
Measuring Tax Expenditures 
 
Consistent with most OECD countries, tax expenditures in Australia are measured according 
to the revenue forgone approach.  That is, the measure is based on the difference in tax paid 
by taxpayers who receive a particular concession relative to similar taxpayers who do not 
receive that concession.  The current/prospective treatment is then compared to the 
benchmark treatment, assuming taxpayer behaviour is unchanged.47  The 2008 Tax 
Expenditures Statement provides estimates for 211 of the 324 tax expenditures identified, 
with medium to high reliability for 56 per cent of those measured.48  Data limitations or 
availability is recognised as the main reason for a failure to provide estimates or at the very 
least, as affecting the reliability of the estimates. 
 
 
The Benchmark 
 
For the purposes of the Australian tax expenditures statements, the benchmark is split into 
two major components, the income tax benchmark and the consumption tax benchmark.  The 
income tax benchmark ‘describes the standard taxation arrangements applying to personal 
and business income, superannuation, fringe benefits, and capital gains.’49  The consumption 
tax benchmark describes the standard taxation arrangements that apply either directly or 
indirectly to consumption and commodities.50  Included in the latter category is the supply of 
goods and services, tobacco, fuel, alcohol, motor vehicles, natural resources and customs 
duty.   
 
The framework for defining Australia’s benchmarks is based on the general principle that it 
represents the standard tax treatment that applies to similar taxpayers or types of activities.  
                                                            
45 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p1. 
 
46 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p1. 
 
47 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p17. 
 
48 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p6. 
 
49 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p27. 
 
50 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p27. 
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This principle is then supplemented by the incorporation of structural elements where it is 
viewed to be difficult to adopt the standard treatment as the benchmark.   Recognised in 
Australia’s tax expenditures statements is the fact that, because there may be different views 
on the structural elements to include in the benchmark, there may be variations over time and 
across countries leading to an arbitrary result.51 
 
Australia bases it income tax benchmark on the Schanz-Haig-Simons definition of income.  
However, it then considers that many of the features of the Australian tax system are 
structural features which are to be included in the benchmark.  The following benchmarks, 
and broad structural adjustments, are adopted: 
 
Personal income tax benchmark: a tax base including all nominal income less 
expenses incurred in earning income, a tax scale comprising tax rates, associated 
income tax thresholds, Medicare levy and low-income earner tax offset, the 
individual as the tax unit and the financial year as the tax period.52  
  
Business income tax benchmark: a tax base including all nominal income less 
expenses incurred in earning income, a tax rate as the rate that applies to the entity, 
the individual company as the tax unit, the dividend imputation system, and the 
financial year as the taxation period.53   
 
Superannuation benchmark: contributions taxed in the hands of the fund member, 
earnings taxed like other investment income in the hands of the investor, and 
benefits from superannuation untaxed.54   
 
Fringe benefit tax benchmark: a tax base including all benefits provided to an 
employee or an associate,… generally, a deduction to the employer for the cost of 
providing fringe benefits and the amount of fringe benefits tax paid, the tax rate is 
the employee’s personal marginal income tax rate plus Medicare levy, the employer 
as the tax unit, and the fringe benefits tax year as the tax period.’55   
 
Capital gains tax benchmark: taxation of gains on a realisation basis, a tax base of 
nominal gains or losses from the realisation of property where the realisation is not 
an aspect of the carrying on of a business, and the limitation of Australian taxation 
on capital gains of foreign residency to gains on the direct or indirect disposal of 
interests in Australian land and branch office assets.56 
                                                            
51 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p27. 
 
52 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p34. 
 
53 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p34. 
 
54 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p35. 
 
55 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p36. 
 
56 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p37. 
 
Draft: Please contact author for latest version before citing 
 
18 
 
 
Goods and Services tax benchmark: the value of the final supply of all goods and 
services privately consumed and investment in residential housing in Australia as 
the tax base, the entity making a supply as the tax unit, the existing GST rate as the 
tax rate and the financial year as the taxation period.57 
 
Commodity tax benchmark: either the value or the quantity of the commodity sold 
as the tax base, the rate of tax that applies to the price or quantity of the commodity 
sold as the tax rate, and the entity that has the legal obligation to pay the tax as the 
tax unit.58 
 
In addition to the measure as a deviation from the benchmark, and for the purposes of 
reporting, the tax expenditures statements provide certain further specific information for 
each listed tax expenditure.  Generally provided are: the details of the type of expenditure; the 
year it commenced; if relevant, the year it will cease to operate; the relevant legislative 
provision; where estimates are available, an assessment of reliability of the estimate for the 
tax expenditure; and if no estimate is available, a category classification indicating the order 
of magnitude range for the likely size of the expenditure.59 
 
 
Reported Trends in Australia’s Tax Expenditures 
 
Each of Australia’s tax expenditures statements detail trends in tax expenditure estimates.  
However, often this information is difficult to interpret, due principally to changes over time.  
The tax expenditures statements themselves warn that care must be taken when interpreting 
tax expenditure aggregates, particularly when making comparisons across time and against 
direct expenditures.60  Trends must be considered in light of the fact that the cost of some tax 
expenditures are not reported, either due to a lack of data or because of taxpayer 
confidentiality, there are changes in benchmarks and the number of tax expenditures reported, 
there are changes in methodology and data used to calculate the cost of tax expenditures, and 
aggregates include the offsetting effects of negative tax expenditures.61  Despite these 
restrictions, the annual tax expenditures statements do provide data reflecting trends in 
Australian tax expenditures. 
 
The most recent data is provided in the 2008 Tax Expenditures Statement.  A significant 
factor affecting the reporting of trends in this Statement is the inclusion of goods and services 
                                                            
57 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p40. 
 
58 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p41. 
 
59 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p56. 
 
60 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p9. 
 
61 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p9. 
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tax expenditures for the first time, with this category of tax expenditures estimated to be 
measured at $12.96 billion of the total $73.7 billion for the 2007-08 income year.  These total 
measured tax expenditures for the 2007-08 income year comprise $29.23 billion 
superannuation tax expenditures and $44.47 billion of other expenditures.  Table 3 details 
total measured tax expenditures from 2004-05 to 2011-12.   
 
Table 3: Total measured tax expenditures 
 
Year Superannuation
$M
Other tax 
Expenditures
$M
Total  
$M 
Tax expenditure 
as a proportion 
of GDP (%)
2004-05 (est) 17,288 32,952 50,240 5.3
2005-06 (est) 22,885 36,154 59,039 6.1
2006-07 (est) 30,379 40,548 70,927 7.1
2007-08 (est) 29,230 44,466 73,696 7.1
2008-09 (proj) 24,593 42,848 67,441 6.4
2009-10 (proj) 24,943 43,313 68,256 6.3
2010-11 (proj) 26,922 45,971 72,893 6.6
2011-12 (proj) 29,455 49,248 79,248 6.9
 
Source: Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p10.  The estimations 
and projections do not include those tax expenditures which are rounded to zero or unquantifiable.   
 
Tax expenditures are also measured by the benchmark against which they are estimated.  The 
benchmarks, in order of size, consist of the superannuation tax expenditures, goods and 
services tax, capital gains tax, personal income, business income, fringe benefits and natural 
resource taxes.62  Table 4 details the measured tax expenditures by benchmark from 2004-05 
to 2011-12.   
 
Table 4: Measured tax expenditures by benchmark ($m) 
 
Benchmark 2004-05 
(est) 
2005-06 
(est) 
2006-07 
(est) 
2007-08 
(est) 
2008-09 
(proj) 
2009-10 
(proj) 
2010-11 
(proj) 
2010-12 
(proj) 
Income tax         
Personal income 10,557 11,301 121,385 11,568 11,811 11,950 12,256 12,629
Business income 5,165 5,290 6,517 6,436 6,935 7,360 7,870 8,372
Retirement savings 19,243 24,920 32,370 31,370 26,693 27,083 29,172 31,761
Fringe benefits tax 3,092 3,051 3,797 3,191 3,288 3,485 3,602 3,714
Capital gains tax 5,515 6,170 8,015 11,235 9,350 8,102 8,421 10,626
Consumption    
Commodity taxes -4,203 -3,444 -3,878 -4,048 -4,625 -4,115 -3,570 -3,810
Natural resource taxes 550 770 790 980 550 450 450 450
Goods and services tax 10,321 10,981 12,007 12,964 13,439 13,941 14,691 15,506
 
                                                            
62 Commodity taxes are included as a negative tax expenditure. 
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Source: Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p11.  The estimations 
and projections do not include those tax expenditures which are rounded to zero or unquantifiable.   
 
The Tax Expenditures Statement 2008 also provides a list of large measured expenditures.  
Australia’s estimated top tax expenditures of more than $1 billion for 2008-09 are contained 
in Table 5.  While this information provides some insight into the targeting of concessions, 
there are several tax expenditures which are likely also to be classified as large but are not 
estimated.  For example, the income tax exemption for State and Territory bodies, a capital 
gains tax main residence exemption, and an exemption for health care benefits provided to 
members of the Defence Force are all likely to constitute fiscally significant concessions. 
 
Table 5: Large measured tax expenditures in 2008-09 
 
 
Tax expenditure 
 
Estimate
$m 
 
C6 
 
Superannuation — concessional taxation of superannuation entity earnings 
 
12,150 
C5 Superannuation — concessional taxation of employer contributions 10,150 
E11 Capital gains tax discount for individuals and trusts 8,640 
H22 GST — Food — uncooked, not prepared, not for consumption on premises of 
sale and some beverages 
5,200 
A46 Exemption of Family Tax Benefit, Parts A and B, including expense equivalent 2,490 
H15 GST — Health; medical and health services 2,300 
H12 GST — Education 2,250 
B12 Exemption from interest withholding tax on widely held debentures 1,910 
D24 Application of statutory formula to value car benefits 1,830 
C3 Concessional taxation of non-superannuation termination benefits 1,450 
C8 Superannuation — deduction and concessional taxation of certain personal 
contributions 
1,350 
H2 GST — Financial Supplies; input taxed treatment 1,270 
A24 Exemption of 30 per cent private health insurance refund, including expense 
equivalent 
1,050 
A23 Exemption from the Medicare levy for residents with a taxable income below a 
threshold 
1,010 
 
Source: Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p12.  Note, this is not the 
complete table documented in the Tax Expenditures Statement, but rather includes those tax expenditures 
exceeding $1 billion. 
 
Finally, although not a trend as such, it is worth noting the comparison between tax 
expenditures and direct expenditures for the 2007-08 income year.  Table 6 provides this 
information.  Again, limitations are placed on the usefulness of such a comparison given 
different measurement measures, whether direct expenses are table and different behavioural 
responses.  
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Table 6: Aggregate tax expenditures and direct expenditures by function in 2007-08 
 
 Tax expenditures($m)
Direct expenditures
($m)
General public services   
A Legislative and executive affairs 3 961 
B Financial and fiscal affairs 1,288 6,102 
C Foreign affairs and economic aid 1,318 3,881 
D General research 0 2,146 
E General services 12 925 
F Government superannuation benefits 0 2,600 
Defence 274 17,670 
Public order and safety 0 3,506 
Education 2,166 18,433 
Health 4,296 44,397 
Social security and welfare 37,713 97,842 
Housing and community amenities 1,460 2,910 
Recreation and culture 231 3,207 
Fuel and energy 1,920 5,361 
Agriculture, forestry and fishing 585 3,834 
Mining, manufacturing and construction -3,415 1,410 
Transport and communication 340 4,129 
Other economic affairs   
A Tourism and area promotion 1 207 
B Total labour and employment affairs 738 4,506 
C Other economic affairs, not elsewhere classified 24,016 1,213 
Other purposes   
A Public debt interest 0 3,544 
B Nominal superannuation interest 0 6,011 
C General purpose inter-governmental transactions 750 45,277 
D Natural disaster relief 0 28 
E Contingency reserve 0 8 
Total 73,696 280,109 
 
Source: Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p15.   
 
The information provided above reflects the details on the trends provided in the tax 
expenditures statements.  To this extent, the 2008 Tax Expenditures Statement reports that 
measured tax expenditures as a proportion of GDP are projected to fall from 7.1 per cent in 
2007-08 to 6.4 per cent in 2008-09 and 6.3 per cent in 2009-10, mainly as a result of the 
impact of personal income tax cuts.63  However, more insightful is a recent independent study 
which indicates that this is not likely to be a long term trend.  Spies-Butcher and Stebbing, in 
their 2009 report, detail the trends in tax expenditures as a proportion of GDP and public 
spending from 1984-2008.  Table 7 provides this data. 
 
                                                            
63 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p10. 
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Table 7: Tax Expenditures as a Proportion of GDP and Public Spending 1984-2008 
 
Source: Spies-Butcher, B, and Stebbing, A, Reforming Australia’s Hidden Welfare State: Tax Expenditures as 
Welfare for the Rich, Centre For Policy Development, Occasional Papers – Number 6, February 2009, p6. 
 
Finally, the trend in the increase of tax expenditures can be noted.  The most recent tax 
expenditures statement identifies 324 tax expenditures, which is an increase of over 130 new 
expenditures in the past 10 years.  Many of these were expenditures previously not 
recognised, such as the goods and services tax which appeared, for the first time, in the 2008 
Tax Expenditures Statement.  While there have been a minimal number of tax expenditures 
removed from the statements during the same timeframe, few reflect deliberate policy 
considerations.64  The value of tax expenditures has more than trebled since 1996-97, from an 
estimated $19.5 billion to a current $73.69 billion.65 
 
 
Reporting Tax Expenditures in 2009 
 
The above discussion demonstrates a narrowly focused reporting of tax expenditures rather 
than management.  In 2008, the Australian National Audit Office commented on the Treasury 
rhetoric in relation to such management.  It commented: ‘Treasury’s view is that the best 
                                                            
64 Henry Review, Architecture of Australia's Tax and Transfer System, 6 August 2008, p34. 
 
65 These figures have not been adjusted for inflation. $19.5 billion adjusted for inflation is the equivalent of 
$26.76 billion. 
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focus for controlling tax expenditures is at the policy development stage by ensuring that the 
Budget processes require that the cost of any new tax concession proposal (and any saving 
offsets) are examined in the same way as occurs for outlays.  However, past practices in this 
area have been inconsistent.’66   
 
No doubt, Australia has reformed its reporting of tax expenditures to a point where there is at 
least a minimum standard met.  However, this is not to suggest that the reporting is ideal.  
The Australian National Audit Office, while recognising the lack of management of tax 
expenditures, went on to comment on several significant shortcomings in the post-
implementation measurement, monitoring and reporting stage.67  In particular, it noted four 
specific shortcomings.  First, the benchmarks used are based on judgements resulting in 
variations over time, and are arbitrary.68  Secondly, the external accounting standards, which 
are required to be complied with, are designed for direct expenditures rather than tax 
expenditures and therefore do not capture the notional transactions involved in tax 
expenditures.69  Thirdly, there are a large number of unreported categories of tax 
expenditures (from 1995-96 onwards there had been on average ten new tax expenditures 
identifies each year).70  Finally, there is a failure by Treasury to quantify many of the tax 
expenditures, as well as a lack of reliable estimates where tax expenditures are quantified.71  
However, the Australian National Audit Office recognised that the trend of reducing the 
compliance burden on taxpayers has made the modelling of the effect of tax expenditures and 
estimating tax expenditures costs more difficult.72 
 
Despite these shortcomings and possible improvements, it is arguable that the foundations for 
tax reporting in Australia are not the issue and that the focus should be on tax expenditures 
management in order truly to travel a pathway of reform.  The final part of this paper now 
turns to the retirement income system to argue that, unfortunately, there may have been very 
                                                            
66 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p12. 
 
67 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p12. 
 
68 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p13. 
 
69 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p13.  The Report notes that the external accounting standards also do not address the selection of tax 
benchmarks.   
 
70 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p13. 
 
71 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p13. 
 
72 Australian National Audit Office, Preparation of the Tax Expenditures Statement, Audit report No. 32 2007-
08, p13. 
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little progress in the management of tax expenditures since the 1970s era of ‘disguised’ 
expenditures.    
 
 
THE RETIREMENT INCOME SYSTEM 
 
The largest group of tax expenditures in Australia are what are known as superannuation 
concessions.  These concessions account for nearly $30 billion of an estimated total $73 
billion in tax expenditures for the 2008 income year and can be contrasted with the estimated 
$28.59 billion spent on the Age Pension.  The superannuation concessions form part of 
Australia’s retirement income system, which has undergone significant changes since 1983, 
largely in response to the ageing of the population.  Future forecasts indicate that by 2047, 
just over 25 per cent of Australia’s population will be aged 65 and over.73  This is an increase 
from around 13 per cent in 2007.  Further, the Age Pension expenditure is expected to grow 
from 2.5 per cent of GDP in 2006-07 to 4.4 per cent by 2046-47.74   
 
Assistance for self-funded retirement in Australia has always been part of the superannuation 
regime, with the form of assistance generally being by way of tax concessions.  However, the 
recent changes, placing greater emphasis on this aspect of the retirement income system, have 
been driven by a shift in the Australian Federal Government’s approach to retirement income, 
with a greater emphasis on self funded retirement and a move away from reliance on the Age 
Pension.  To understand the development of the retirement savings concessional regime, it is 
first necessary to consider the retirement savings system as a whole. 
 
 
The Incremental Development of ‘Three Pillars’  
 
The taxation concessions for retirement savings operate within what is referred to as the three 
pillar architecture of the Australian retirement income system.  The three pillars are made up 
of the Age Pension, compulsory saving through what is known as the superannuation 
guarantee, and voluntary superannuation savings.  While the three pillars are seen as part of 
one system, they have developed independently, and are therefore, not seamlessly integrated.  
Nor has Australia always operated on a three pillars system.   
 
The first of the pillars, the Age Pension, provides a guaranteed minimum income stream 
which is means tested on income75 and assets76.  Provided the means tests are met, it has 
                                                            
73 Treasury, Intergenerational Report 2007, p16.  Available at: www.treasury.gov.au/igr  
 
74 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 33. 
 
75 The maximum pension is reduced where the pension recipient earns more than $142 per fortnight. 
 
76 The maximum pension is dependent on assets owned by the taxpayer/s.  The asset test is dependent on various 
factors such as home ownership, and marital status. 
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universal coverage for residents and is payable for life, with wage indexation.  It ensures 
support for the aged once they are no longer able to work, with eligible individuals receiving 
the Age Pension from 65 yrs of age.77  The maximum level of benefit is dependent on marital 
status: currently $569.80 per fortnight for singles, and $475.90 each for a couple.  Additional 
benefits such as a Pharmaceutical Allowance, Rent Assistance, Telephone Allowance, 
Utilities Allowance, Remote Area Allowance, and a Pension Concession Card may also be 
available to qualifying age pensioners.  The cost of the pension for the 2007-08 year in terms 
of direct expenditure was $24.67 billion.  The budgeted expenses for income support for 
senior pensioners for the 2008-09 year is $28.59 billion, increasing to $36.18 billion by 2012-
13.78 
 
The second pillar, the superannuation guarantee, is a compulsory scheme requiring employers 
to contribute to a fund on behalf of employees at a rate of 9 per cent.  This is a defined 
contributions scheme rather than a defined benefits scheme, and as such, the level of benefit 
is dependent on an employee’s salary or wages, the period in the workforce, and the returns 
on investment.  The superannuation guarantee is not applied to business income, thus 
excluding self employed from the scheme.  Also excluded from the scheme are employees 
with a wage of less than $450 per month.  The majority of the tax concessions apply to this 
pillar of the retirement income system.  Specifically, contributions are taxed at a flat rate of 
15 per cent, while earnings are also taxed at 15 per cent.  Benefits paid from taxed funds to 
members who are 60 years or older are then exempt from tax.  The superannuation funds 
themselves are entitled to dividend imputation credits as well as a one-third reduction on the 
capital gain from assets held for twelve months or more.   
 
The superannuation guarantee, first introduced in 1992 with a requirement of a 3 per cent79 
tax deductible contribution by employers on employees’ wages or salary, gradually increased 
over a ten-year period to the current rate of 9 per cent.  The government motivation driving 
the introduction of the guarantee was the so called life-cycle ‘myopia’ of the population in 
failing to save adequately for retirement because it was too far in the future.80  However, 
there are clearly age-pension implications as well as flow on effects on decisions to save due 
to the tax treatment of those savings.  While the cost of the superannuation guarantee is 
theoretically imposed on the employer, in practice it is the employee who bears the cost 
through lower take home remuneration.  The program will mature in 2037 when employees 
retire after a full working life of 35 years, and contributions have been made at a rate of 9 
                                                            
77 Although this is set eventually to increase to 67 years, beginning in 2017. 
 
78 Australian Government, Portfolio Budget Statements 2009–10 Budget Related Paper No. 1.7 Families, 
Housing, Community Services and Indigenous Affairs Portfolio, Canberra, 12 May 2009, p91. 
 
79 This was increased to 4 per cent for employers with an annual payroll of more than $1 million. 
 
80 Although it is arguable that people are still disengaged with the retirement income system.  As at 30 June 
2008, there were 6.4 million lost accounts and approximately another 9 million inactive accounts: Australia’s 
Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p21. 
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percent, with a predicted shift from a system where superannuation supplements the Age 
Pension, to one where the Age Pension supplements superannuation.81 
 
The third pillar of the retirement income system is voluntary saving for retirement.  This part 
of the system provides ‘tax-assistance’ to those who voluntarily save for their retirement.  
The tax concessions which apply to this third pillar range from a co-contribution scheme for 
low income earners and means tested offsets for contributions to spouse accounts, to 
deductions for contributions by self employed with the same tax rates applying under the 
second pillar.  However, in practice, voluntary savings are usually made by higher income 
taxpayers, for example, through salary sacrifice.  Access to salary sacrifice may in itself be 
limited to higher income earners as many low or middle income employees do not have 
employers who offer salary sacrifice.  More broadly, this third pillar may also include non-
superannuation savings such as deposits, share ownership, and real estate investments 
whether for rental or home ownership. 
 
In summary, the Age Pension provides a guaranteed minimum income, while the second and 
third pillars provide an income dependent on the amount invested and returns from those 
investments.  It is recognised that this three pillar structure is unusual among developed 
countries.  However, the current Review Panel believes it has considerable strengths.  The 
Panel believes ‘it provides a system intended to satisfy the minimum needs of all Australians, 
provides the capacity for individuals to enhance their retirement income, and spreads risks 
between the public and private sectors in a fiscally responsible way.’82  Integral to this three-
pillar system are the tax concessions supplementing the second and third pillars.  However, 
the question is whether these concessions should be evaluated as part of the three-pillar 
regime, or be subject to independent management based on their categorisation as tax 
expenditures.  The next part of the paper separates the tax concessions and considers their 
development independent of the retirement income system. 
 
 
The Development of the Concessional Tax Regime 
 
Australia has a long history of superannuation, dating back to the mid-1800s.  However, until 
recently it generally only applied to a minority of employees such as certain public servants, 
white collar workers in larger corporations and employees in the finance sector.  During the 
1970s, however, superannuation became more widely available because of industrial relations 
claims.  In 1985, the Australian Council of Trade Unions sought employer superannuation 
contributions to be paid into an industry fund.  In 1986, it was announced that industrial 
agreements had been reached providing for contributions to approved superannuation funds.  
Prior to this date, it is estimated that approximately only 40 per cent of individuals received 
                                                            
81 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 7. 
 
82 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p8. 
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superannuation.83  However, this increased in the following four years to an estimated 79 per 
cent, with coverage in the private sector growing from 32 per cent in 1987 to 68 per cent in 
1991.84  Until this date, Australia had a two pillar system consisting of the Age Pension and 
voluntary contributions.  In 1986, a compulsory retirement savings scheme was implemented 
when industrial awards required individuals to have 3 per cent of their wages or salary paid as 
superannuation contributions.  In 1992, the superannuation guarantee discussed above was 
introduced, extending the requirement to all employees, and a three-pillar system was born. 
 
The introduction of the three-pillar system was not however the impetus for the concessional 
taxation of superannuation, as this existed prior to the superannuation guarantee.  Individuals 
in Australia have been encouraged to plan for their own retirement through tax concessions 
dating back to 1915.   
 
It is generally understood that superannuation may be taxed at three stages: contribution, fund 
earnings, and distribution.  At each stage, tax may be levied at full individual marginal rates 
(T), be taxed concessionally (t), or be exempt (E).  The initial 1915 concessions provided a 
deduction for employer contributions and an exemption of fund earnings from tax.  Pensions, 
or income streams, were taxed on an EET model.  Lump sum benefits, however, were then 
concessionally taxed with only 5 per cent of the lump sum included in assessable income and 
taxed at individual rates; essentially an EEt model.  This model was maintained for nearly 
seven decades.  The model for income streams was in line with the current regime of most 
developed nations, which tax retirement savings on an EET model, that is contributions and 
earnings are exempt with distributions taxed at marginal rates.  On the other hand, the EEt 
model for lump sums effectively viewed lump sums as being outside the judicial concept of 
income and provided a generous concession by only including 5 per cent of the lump sum as 
assessable.  Despite initially adopting such a model and maintaining it in some form until 
1988, Australia has now developed a unique ttE regime.    
 
The taxation of superannuation was reformed in 1983 and, while the EEt model was 
maintained, the 5 per cent lump sum inclusion was replaced with a concessional tax rate of 15 
per cent on amounts below a certain threshold and 30 per cent on amounts above.  However, 
in 1988 the EEt model was replaced with a ttt model, which applied a 15 per cent tax to both 
contributions and fund earnings.  To compensate for the increase in tax, the concession 
applying to lump sum payments was reduced to zero for amounts under a certain threshold 
and 15 per cent for amounts above.  Income streams were taxed at the individual’s personal 
tax rate with a 15 per cent rebate to compensate for the tax paid during the accumulation of 
the benefit.  In 1996, a superannuation surcharge was introduced and applied to contributions 
made by or on behalf of high income earners.  However, this surcharge was abolished in 
2005. 
 
                                                            
83 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 43. 
 
84 A recent history of superannuation in Australia, APRA Insight, Issue 2, 2007, Special Edition, p3. 
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From 1 July 2007, further concessions have been introduced, exempting all benefits paid to 
an individual who is 60 years or older, provided the fund has paid tax on contributions and 
earnings.  This was the final move to a ttE model.  The various models adopted by Australia 
are summarised in Table 8. 
 
Table 8: The Development of Taxation of Superannuation in Australia 
Source: Source: Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 44. 
 Contributions  Earnings       -  Benefits 
 
 
 
 
 
 
     
Personal tax rates 
 
Income stream 
Pre 1983       
  
 
 
0% 
  
 
 
0% 
  
5% of amount at 
personal  
tax rates 
 
 
Lump sum 
       
       
 
 
 
 
     
Personal tax rates 
 
 
Income stream 
1983-88       
  
 
 
0% 
  
 
 
0% 
  
_____30%______ 
 
               15% 
 
 
Lump sum(>50% indexed) 
 
Lump Sum(<$50,000) 
       
 
 
 
1988-07 
 
     
Personal tax rates –  
15% rebate 
 
 
Income stream 
       
       
 
 
 
 
+ surcharge 
15% 
  
 
15%         
 
  
_____15%______ 
 
                 0% 
 
Lump sum($153,590 2006-07) up to 
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Lump Sum(<$135,590) 
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Exempt 
 
 
Income Stream 
       
  
 
15%         
 
  
 
15%         
 
  
Exempt 
 
 
Lump sum 
       
Draft: Please contact author for latest version before citing 
 
29 
 
 
The Current Cost of Retirement Savings on a Tax Expenditures Framework 
 
The largest retirement savings tax expenditures in the 2007-08 income year were the 
concessional taxation of superannuation entity earnings (15 per cent) and the concessional 
taxation of employer contributions (15 per cent), amounting to $15.9 and $9.85 billion 
respectively.  Combined with other miscellaneous superannuation tax expenditures, this 
category is initially estimated in the 2008 Tax Expenditures Statement to total $29.23 billion, 
although as evidenced below, this is potentially higher.  The cost of these concessions within 
a tax expenditure framework are determined by reference to the general income tax 
benchmark, with the treatment being that contributions are taxed like any other income in the 
hands of the fund member, earnings are taxed like any other investments in the hands of the 
investor and benefits from superannuation are untaxed.  Costs associated with superannuation 
benefits are also deductible under the benchmark.85  The superannuation concessions fall 
within the category of retirement savings and consist of fifteen different types of tax 
expenditures, the top ten of which are listed in Table 9 below.   
 
Table 9: Top Ten Retirement Savings Tax Concessions 
 
Ref 
Code 
Tax Expenditure Title                     2007-08 Est 
($M) 
2008-09 Proj 
($M) 
 
C6 
 
Concessional taxation of superannuation entity earnings 
 
 
15,900  
 
12,150 
C5 Concessional taxation of employer contributions 
 
9,850 10,150 
C8 Deduction and concessional taxation of certain personal 
contributions 
 
1,550 1,350 
C3 Concessional taxation of non-superannuation termination benefits 
 
1,400 1,450 
C4 Capital gains tax discount for funds 
 
1,400 580 
C1 Capital gains tax small business retirement exemption 
 
380 390 
C7 Concessional taxation of unfunded superannuation 
 
380 380 
C9 Measures for low-income earners 
 
320 390 
C2 Capped taxation rates for lump sum payments for unused 
recreation and long service leave 
 
130 115 
C10 Spouse contribution offset 
 
10 8 
 TOTAL $(M) 31,320 S(M) 26,963 
 
Source: Information compiled from the Commonwealth of Australia, Tax Expenditures Statement 2008, January 
2009. 
 
                                                            
85 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p35. 
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The two largest superannuation concessions are the largest overall measured tax expenditures 
in the Australian income tax system.  The largest concession is that provided to the earnings 
of the superannuation entity.  The earnings of complying superannuation entities are taxed at 
the concessional rate of 15 per cent during the accumulation phase and nil where they are 
derived from assets used to meet the entities’ current pension liabilities.  These 
superannuation funds are also entitled to a refund of excess imputation credits where 
dividends are paid to the fund.  The benchmark used to determine this amount is the tax 
payable if superannuation earnings were held constant, but were taxed at the members’ 
personal tax rates.  In addition to the concessional tax rate, there is a concession on capital 
gains earned by the fund.  Complying superannuation funds are taxed concessionally on their 
capital gains where the asset has been held for 12 months or more.  In this case, two-thirds of 
the nominal capital gain is included in the fund’s taxable income, effectively reducing the tax 
rate in capital gains to 10 per cent. 
 
The second largest concession is the concessional taxation of employer contributions.  
Employer contributions to the superannuation entity are also taxed at the concessional rate of 
15 per cent.  Up to the 2008-09 income year the concessional treatment was limited to 
$50,000 per annum for individuals, increasing to $100,000 for those aged 50 or over.  
Although, from the 2009-10 year, these thresholds have been reduced to $25,000 and $50,000 
respectively.  Amounts exceeding the threshold are taxed at the top marginal rate plus 
Medicare levy.86  Prior to 2005, there was a superannuation surcharge for higher income 
earners. 
 
In addition to the two largest tax expenditures noted above, there is a range of other 
concessions making up the retirement savings class of expenditures.  These principally target 
select groups of taxpayers, several of which target self-employed taxpayers.  Currently, there 
is a deduction available and concessional taxation treatment for personal contributions made 
by those who earn less than 10 per cent of their income as an employee.  A full deduction is 
available to the extent that it reduces the taxpayer’s assessable income to nil.  A similar 15 
per cent concessional tax rate then applies as above.  The benchmark used would not allow a 
deduction on the basis that it was not outgoings. In addition to the concessions at contribution 
and earnings stage, small businesses87 can utilise the small business capital gains tax 
exemption which provides that the capital gains arising from the sale of active small business 
assets are exempt from capital gains tax up to a lifetime limit of $500,000 provided the 
proceeds are used for retirement. 
 
There are also measures for low-income earners.  In particular, low-income earners are 
entitled to a government co-contribution.  While this co-contribution is a direct spending 
                                                            
86 Currently a total of 46.5 per cent. 
 
87 Businesses where the net value of the assets that the taxpayer and connected entities own is no more than $6 
million or where the aggregated annual turnover is less than $2 million.  
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measure, the payment itself is not subject to taxation which is a tax expenditure.  A maximum 
co-contribution of $1,500 is available where an individual, with an annual income of less than 
$30,342 makes an after tax contribution of $1,000.88 
 
In addition to this measure, there is a spouse contribution offset which is an 18 per cent offset 
for post-tax contributions to the superannuation account of a spouse.  The maximum offset 
allowable is $540, which applies to a contribution of $3,000 and is no longer payable where 
the spouse’s income exceeds $13,800.  This concession was designed to benefit women 
outside the paid workforce and not benefiting from the superannuation guarantee. 
 
Not included in the retirement income category of tax expenditures is the tax offset available 
to recipients of certain social security benefits, pensions and allowances, including the Age 
Pension.  The cost of the age Pension offset is not separated from the other categories.  
However, the total cost for the 2007-08 year was $300 million.89  The senior Australian tax 
offset and low-income offset also reduce the tax paid of many taxpayers receiving a part 
pension. 
 
 
The Framing Response of the Current Review 
 
Clearly, superannuation tax concessions are part of both the three pillar architecture of the 
retirement savings system and the tax expenditures regime.  Therefore, the current Review 
Panel has the opportunity to assess these concessions within a retirement savings framework 
or a tax expenditures framework.  As demonstrated below, the preliminary reports suggest 
that the focus of the current review will be an evaluation within the retirement savings 
system.  
 
On 4 May 2009, the current Review Panel delivered its report on strategic issues for the 
retirement income system,90 taking into account the findings of an earlier released Pension 
Review91.  This advance report was released ahead of the main Review Panel findings due to 
the request of the Treasurer, and to enable a consideration of the recommendations in 
addressing pension adequacy in the 2009-10 budget.  Many of the submissions made to the 
Review Panel in relation to the retirement income system related to the second and third 
pillars, in particular the rate of the superannuation guarantee, and the level of concessions 
aimed at encouraging further savings.   
 
                                                            
88 The maximum amount is $1,500. However, this will be reduced by 5 cents for every dollar a taxpayer earns 
over $30,342 up to $60,342. 
 
89 Commonwealth of Australia, Tax Expenditures Statement 2008, January 2009, p 74. 
 
90 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009. 
 
91 Harmer, J, Pension Review Report, Department of Families, Housing, Community Services and Indigenous 
Affairs, 27 February 2009. 
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The Review Panel considered the retirement income system within the key considerations of 
whether it is broad and adequate, acceptable, robust, simple and approachable, and 
sustainable.  The review questions relating to taxation concessions crossed several of these 
key considerations.  For example, under the ‘broad and adequate’ heading consultation 
question 2.3 asked what role the government should play in assisting individuals in meeting 
their retirement income expectations, including the incentives to make additional savings.92  
Under the ‘acceptable’ heading, question 3.1 asked whether access to concessions adequately 
consider the needs and preferences of individuals both before and after retirement.93  
However, the most pertinent question in relation to tax concessions was 3.2 which asked 
whether the current level of superannuation income tax concessions was appropriate and 
sustainable into the future, whether the current concessions are properly targeted, and if not, 
how they should be reformed.94  Also of relevance, under the ‘simple and approachable’ 
heading question 5.1 asked whether the retirement income system imposed undue complexity 
and cost on retirees and workers, and whether the complexity should be reduced.95  Despite 
these questions, a key restriction placed on the Review Panel in its report on the retirement 
income system was the requirement in the original terms of reference that the review reflect 
the government’s policy to preserve the tax-free status of superannuation payments for those 
over 60 years.96 
 
The preliminary findings of the Review Panel indicate that the superannuation concessions 
will be considered within the retirement savings regime rather than the tax expenditures 
regime.  This is evidenced by the key finding of the panel that the three pillar architecture of 
Australia’s retirement income system should be retained,97 as inherent in the three pillars 
architecture are the substantive superannuation concessions.  The Review Panel also 
recommended that many of the current features of this system should be maintained.  Of 
particular relevance are the recommendations to keep the superannuation guarantee at the rate 
of 9 per cent, not to extend the compulsory element to those who are self employed,98 and to 
maintain the $450 per month threshold due to the high compliance costs associated with the 
provision of superannuation guarantee contributions to employees with earnings below this 
amount.  However, there are recommendations which may affect the tax concessions, for 
                                                            
92 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 2. 
 
93 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 2. 
 
94 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 2. 
 
95 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 2. 
 
96 Australia’s Future Tax System, Terms of Reference, 13 May 2008, Paragraph 5.  See 
http://taxreview.treasury.gov.au/content/Content.aspx?doc=html/reference.htm 
 
97 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p10. 
 
98 The Review Panel has indicated that it will consider further how to distinguish between those who are self 
employed and those who are performing contractual duties similar to an employee: Australia’s Future tax 
System, The Retirement Income System: Report on Strategic Issues, May 2009, p14. 
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example the recommendation that the general access age for superannuation should be 
increased to 67.   
 
The Review Panel has deferred any in-depth reporting on the tax treatment of superannuation 
to consider it as part of a wider assessment of all saving to ensure a coherent overall 
treatment.99  However, it has formed an in-principle view on what it refers to as some of the 
key elements of the treatment of superannuation savings.  These also suggest that a retirement 
savings framework will be adopted.  It states: 
 
 “There is a general case for providing concessions under income tax arrangements 
for all forms of savings to reduce distortions in the relative treatment of current and 
deferred consumption.  This case must usually be balanced against vertical equity 
considerations. Beyond this, reasons for favouring additional tax assistance for 
superannuation include the social benefits of overcoming life cycle myopia and 
compensating for compulsion and preservation. 
 The distribution of the concessions is affected by a number of factors including 
income, age, access to income support and the level of contributions that a person 
makes. These factors mean the distribution of concessions for superannuation 
guarantee contributions is highly dependent on individual circumstances.  
Arrangements for voluntary superannuation contributions provide little or no 
concession for lower income earners (other than the superannuation co-contribution) 
and larger concessions for higher income earners.  In its final report, the Panel will 
consider options to distribute concessions more coherently and equitably across 
people with different income and circumstances. 
 Access to tax assistance for contributions should not be limited by an employer’s 
salary sacrifice policies, such that concessional treatment should apply to both salary 
sacrifice and personal contributions.  However, there is a need to consider whether 
the current cap on the concessions available on contributions is appropriate.”100 
 
Rather than focus on the tax expenditures as Government spending programs, the Review 
Panel has indicated a focus on issues surrounding access to the concessions, that is, equity 
concerns.  No doubt, this is noble in the context of all tax expenditures.  However, it 
potentially detracts from a consideration of the true effects of these expenditures.  Ultimately, 
the Review Panel stated: 
 
‘The tax advantages provided for superannuation serve the dual purpose of providing 
incentives for contributions and delivering more neutral overall tax treatment of 
deferred consumption relative to current consumption.  Current arrangements serve the 
second purpose effectively but some features do not provide fair or adequate 
incentives to all.  Superannuation should continue to receive tax assistance, but there 
is a case for distributing assistance more equitably between high and low income 
                                                            
99 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p19. 
 
100 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p19-
20. 
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individuals, including by limiting generous salary-sacrifice concessions.  Similarly, 
everyone should have equitable access to the assistance.  The Panel is undertaking a 
comprehensive review of the taxation treatment of saving and investment for its final 
report.  Accordingly, it proposes to consider further the taxation treatment of 
superannuation saving as part of that wider assessment.’101 
 
It seems, therefore, that the approach may be one of accepted integration in terms of the 
superannuation tax concessions forming part of the three pillar retirement savings scheme.  A 
more appropriate framework may be that of the Australian National Audit Office.  In its 2008 
Report it stated: 
 
‘While significant improvements were suggested, including the integration of tax 
expenditures into the Budget process, very few of the recommendations of these 
reviews have been adopted.  Notable exceptions are the 1986 agreement to regularly 
publish tax expenditures and the 1998 inclusion of tax expenditures in the reporting 
requirements of the Charter of Budget Honesty.  However, the tax expenditure 
reporting standards applied by the Charter of Budget Honesty have not been 
developed to account explicitly for identifying and estimating the costs of tax 
expenditures.  Nor has there been any significant progress toward regularly evaluating 
tax expenditures against their objectives or integration of their consideration into the 
Budget process.’102  
 
 
A Spending Framework for Retirement Savings Concessions 
 
The alternative to an approach which integrates the superannuation concessions into the three 
pillar architecture of the retirement savings system is to evaluate them as spending programs.  
Once we consider retirement savings concessions as spending programs, several obvious 
illogical consequences become apparent.  Principally, it becomes apparent that low to 
medium wage earners will receive little or no assistance, while those in the top income 
bracket will receive on average, more than $11,000 per annum.103  For those earning over 
$180,000 which is the top marginal tax bracket, the concession is equivalent to a rebate of 
31.5 per cent.  For a low-income earner with earnings under $34,000 per year, and therefore 
in the 15 per cent individual tax bracket, there is no concession.   
 
 
Studies indicate that based on the 2008-09 tax rates, it is estimated that around 2.4 million 
individuals do not receive a personal income tax benefit or receive minimal income tax 
                                                            
101 Australia’s Future tax System, The Retirement Income System: Report on Strategic Issues, May 2009, p20. 
 
102 Australian National Audit Office, Preparation f the Tax Expenditures Statement, Audit report No. 32 2007-
08, p15. 
 
103 Spies-Butcher, B, and Stebbing, A, Reforming Australia’s Hidden Welfare State: Tax Expenditures as 
Welfare for the Rich, Centre For Policy Development, Occasional Papers – Number 6, February 2009, p3. 
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benefit of 1.5 per cent from the tax rate applied to their concessional superannuation 
contributions.104  These numbers only take into account those who have a taxable income in 
the relevant year, and do not account for individuals out of the workforce.  Further, many of 
the tax concessions on retirement savings flow to those who are on higher personal tax rates.  
This has been increasing in recent years as personal income tax rates have reduced.  It is 
estimated that for the 2005-06 income year, that 5 per cent of individuals accounted for over 
37 per cent of concessional superannuation contributions.105  These 5 per cent of individuals 
have higher salaries with the subsequent superannuation guarantee contribution being larger, 
and they have greater capacity for voluntary contributions.  These taxpayers are also likely to 
receive greater benefits from the concessions which apply to earnings as they have a larger 
pool of assets to which these concessions apply.  Arguably, some of these benefits are 
mitigated by the Age Pension means test, co-contribution scheme and tax concessions aimed 
at low and middle income earners.  However, the fiscal implications of the tax concessions 
would indicate that the higher income earners still benefit considerably more.  
 
 
There is also the gender inequity with women on average having lower earnings than men as 
they are likely to have more career interruptions, and are more likely to work part-time.  
Consequently, the ability of women to save and contribute to superannuation is limited 
compared to men, and women therefore do not benefit from the concessions to the same 
extent as men.  Added to this category who may not obtain the full benefit of the concessions 
are individuals with broken work patterns (intermittent workers, carers and individuals with 
disabilities), those with income less than $450 per month and the self-employed.106  To 
counter some of these effects, the government superannuation co-contribution was 
introduced.107  However, there is a low take-up rate with approximately 1.4 million 
individuals receiving a co-contribution, representing around 20 per cent of those individuals 
who would be eligible if they contributed.108 
 
Self-employed in Australia, representing approximately 12 per cent of the Australian 
population, are currently not included in the superannuation guarantee, and while they may 
voluntarily save for retirement,109 thereby benefiting from the from the concessions through 
                                                            
104 Henry Review, Architecture of Australia's Tax and Transfer System, 6 August 2008, p244. 
 
105 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 22. 
 
106 Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 16. 
 
107 Post-tax contributions are matched at $1.50 for every dollar up to a maximum contribution of $1,500. The 
maximum contribution is available for individuals with total income below $30,342 and phases out at the upper 
threshold of $60,342 for the 2008-09 income year.   
 
108 Henry Review, Architecture of Australia's Tax and Transfer System, 6 August 2008, p245. 
 
109 Approximately two thirds of owner-managers in unincorporated enterprises make superannuation 
contributions: Australia’s Future Tax System Retirement Income Consultation Paper, December 2008, 17, 
quoting ABS 2008. 
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the deduction for contributions and concessional tax rate of 15 per cent on contributions and 
earnings, it is likely that their decisions will be influenced by factors such as earnings and 
capital flow.  Further, while there are tax concessions upon the sale of a business these may 
not benefit those self employed who have minimal business assets to finance their retirement.   
 
 
CONCLUSION 
 
The history of Australian tax expenditures, taking into account the recommendations of the 
various reviews undertaken, demonstrates that very little meaningful progress has been made 
in terms of tax expenditures management.  This is not to suggest that there has been no 
progress made at all.  The annual tax expenditures statements, despite inherent limitations, do 
provide a platform from which to consider the more substantive implications of tax 
expenditures.  Currently, Australia has an opportunity to consider its tax expenditures 
management via the recommendations of the Australian National Audit Office and the 
current review of the Australian tax system.  However, by studying Australia’s largest tax 
expenditures, the retirement savings tax concessions, it can be seen that Australia is in danger 
of the management of superannuation tax expenditures evolving into a system whereby the 
retirement income concessions are no longer evaluated as an expenditure program but rather 
as an integral part of a system designed to encourage self-funded retirement.  As such, the 
‘disguised’ expenditures of the 1970s remain disguised, this time via that integration.   
 
Arguably though, it is not too late and 2009 presents a unique opportunity for Australia to 
engage in genuine discussion on the affects of the Government’s tax expenditures program 
within a properly contextualised framework.   
 
 
 
